This implies that that IIP and Exchange rate are vital macroeconomic variables that influence the agricultural index price in the study period. Similarly, the aggregate demand (i.e. IIP) is the positive and significant effect on energy index price. This implies that that IIP is a vital macroeconomic variable that influences the energy index price in the study period. But, there is no such macroeconomic variable we found which have a significant effect on the metal index price.
Introduction:
In the 21 st century, the volatility of commodity prices has taken attention of policy makers and academic researchers to study on commodity markets in world-wide. The recent rose of commodity prices since 2002 to mid of 2008 is exceptional in terms of a number of commodities and duration. Commodities have multiple uses in day to day life and its demand is always greater than the supply. Therefore, the recent rise in commodity prices is not only put a heavy burden on developing and emerging economies like India and also it fuels inflation in the country. There are arguments and debates to understand what are the causes and consequences of the recent rise of commodity prices in India. In the debate and arguments, researchers have given more importance to two factors, which are well connected. Firstly, they gave importance to fundamental factors and secondly, they gave importance to the financialization of commodity markets.
The recent raises of commodities prices are due to growing of world income and there is no match between the supply of and demand for commodities (OECD- Basically, agricultural and food commodity prices were severely heated by the financial downturn and long-term declined nearly 50% in real prices than other commodities. Such price declined led to low income and low economic growth of agricultural producers and developing The vast public attention takes place on increase in commodity price volatility but and growth of commodity index investment has gone unnoticed among them. Therefore, the present study investigates to find out the possible macroeconomic factors that help the recent boom of commodity prices in India. Therefore, this paper is organized into following sections. Section-2 deals with literature review. Sample size and data sources are reported in section-3. In section-4,
we have reported the methodology of the study. In section-5, we have reported the analysis of estimated results. The last section-6 gives the conclusion of the study.
Literature Review
The high volatility of commodity prices in India gives pain to policy makers and researchers to find out the reasons behind it. This leads to difficulty in predicting the commodity prices of essential commodities. Among factors, the macroeconomic factors attract more to the policy makers and researchers. As the macroeconomic factors play the major role in the change in demand and supply. Different economists have suggested different macroeconomic factors which affect commodity prices both in the short-run and in the long-run. Therefore, this paper attempts to find out factors which affect commodity price in India. One important point to note here is the emerging country like India, commodity price has been increasing and highly volatile in the last couple of years. Very few studies are available on this issue and they don't clearly show the relationship between fundamental variables and commodity price. Therefore, this paper makes an attempt to study on this.
Sample Size and Data Sources
The impact of macroeconomic variables on individual commodity price cannot be observed due to its negligible effects and it cannot be justified. Therefore, to know the effects of 
Where, ( , ) = 1 − 1 − 2 − ⋯ − and
Where is the dependent variable, 0 is the constant term, L is the lag operator, such that = − 1, is s×1 vector of deterministic variables such as intercept term, time trends, or exogenous variables with fixed lags. The long-run elasticities are estimated by: 
Where, = food index price, energy index price, metal index price and all commodity index price. ∆= first differencing operator, K= lag length for the Unrestricted Error-Correction Model (UECM) and ε= white noise disturbance error term
The first step in the ARDL model is to estimate equation-5 using the ordinary least square (OLS). The second is to trace the presence of cointegration. Once cointegration relationship is established, the next step is to estimate the long-run coefficients using the ARDL model and short-run dynamic parameters using the error correction model. The error correction model helps to capture the speed adjustment among the variables affecting commodity index prices and macroeconomic variables. The co-integrating long-run relationship was estimated using the specification below:
The short-run dynamic model is specified thus:
Where, −1 = the error correction term lagged for one period and = the coefficient for measuring speed of adjustment in equation-5. Before examining any linkage between variables, we proceed to check the stationarity of selected data series using the unit root test.
Empirical Interpretations
Before we proceed to estimate the ARDL bound test, we have tested the stationarity of the variables to determine their order of integration. The results of the unit root tests are reported in Table- 1A and 1B. In these tables, we have reported the ADF test and PP test results for commodity indexes and also for macroeconomic variables. Table-1A The long-run coefficients of the variables under investigation are shown in the Table-2. The   Table-2 indicates the long-run coefficient estimates for three commodities index price. All the regression equations are based on the ARDL model selected by the AIC. The Table-2A shows that the long-run coefficients for the regressor, namely lagged agriculture, iip and exchange rate are all highly significant at 5% significance levels. This result suggests that a long-run relationship exists between agriculture index price and iip, and between agriculture and exchange rate. But there is no co-integration relationship emerged between agriculture and tbill, i.e. short Table 1a Intercept Intercept with Trend
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term interest rate. This result indicates that both demand (IIP) and exchange rate are two major factors for change in India's agriculture index price.
The Table-2B indicates that the long-run coefficients for the regressor, namely lagged energy index prices, short-term interest rate (i.e. TBill) and IIP are all highly significant at 5% significance levels. This result suggests that a long-run relationship exists between energy index price and Tbill, and between energy index price and IIP. But there is no cointegration relationship emerged between energy and exchange rate. This result indicates that both demand (IIP) and short-term interest rate are two major factors for change in India's energy index price.
The Table-2C shows that the long-run coefficients for the regressor, namely lag metal index prices, iip, tbil and exchange rate are insignificant. This result suggests that there is no long-run relationship exists between metal index price and the macroeconomic variables. But the change in metal index price is due to some other factors.
Table-3 presents the estimated error correction model (ECM) of the selected ARDL model.
In Table- 3A, the dependent variable is agriculture index price, shows that the ECM coefficient is (-0.09) negative, as expected, and highly significant at the five percent level. The ECM represents the speed of adjustment of the agriculture index price to its long-run equilibrium.
Moreover, the significance of the ECM confirms the existence of the stable long-run relationship and points to a long-run cointegration relationship between the significant regressor and the In Table- 3B, the dependent variable is energy index price, shows that the ECM coefficient is (-0.03) negative and highly significant at the ten percent level. The significance of the ECM confirms the existence of the stable long-run relationship and points to a long-run cointegration relationship between the significant regressor and the energy index price. In addition to their long-run cointegration relationship, this result also suggests that both the energy lagged price and IIP over the previous month had Granger-caused the energy index price.
In Table- 3C, the dependent variable is metal index price, shows that the ECM coefficient is (-0.01) negative and not significant even at the ten percent level. It confirms that there is no stable long-run relationship, and points to no long-run cointegration relationship between the significant regressor and the metal index price. This result also suggests that there is no causality between metal index price and macroeconomic variables. × 100
Where, the subscript "j0" refers to the base month value for commodity j, and, t refers to the current month. By using this formula, we have estimated four commodity indexes, viz., food index, metal index, energy index and all-commodity index.
The selected fundamental variables are 3-month T-bill rate, exchange rate and economic growth (IIP as a proxy variable) which captures the key links of commodity prices with interest rate, demand and exchange rate. For instance, the links with the exchange rate is affected by both demands for physical commodities and demands for index investment from investors. Similarly, the links with interest rate may reflect effects of economic fundamentals, as well as portfolio rebalancing of index investors (Tang and Xiong, 2010). 
